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Transfer Pricing Agreement Template: A
Comprehensive Guide for Businesses

Navigating the complex world of international taxation can be a daunting
task, especially when dealing with transfer pricing. Getting it wrong can
lead to hefty fines and significant legal battles. That's why a well-
structured transfer pricing agreement template is crucial for multinational
companies. This comprehensive guide will walk you through everything you need
to know about transfer pricing agreements, providing you with a sample
template and expert insights to help you protect your business. We'll delve
into the essential clauses, best practices, and potential pitfalls to ensure
your agreements are compliant and effective.

Understanding Transfer Pricing and its Importance

Before diving into the transfer pricing agreement template, let's establish a
firm understanding of what transfer pricing is. Simply put, transfer pricing
refers to the prices charged by one entity within a multinational group to
another entity for goods, services, or intellectual property. These
transactions occur between related parties, often across international
borders. The significance lies in tax authorities' efforts to prevent
companies from manipulating these internal prices to shift profits to lower-
tax jurisdictions. This practice, known as profit shifting, undermines
national tax bases and can lead to significant tax disputes.

Therefore, a robust transfer pricing policy, backed by well-drafted
agreements, is not merely a legal formality but a vital tool for mitigating
tax risks and ensuring fair tax compliance. A properly structured transfer
pricing agreement template clarifies the pricing methodology, terms, and
conditions of these internal transactions, providing a clear audit trail and
supporting documentation should a tax audit occur.

Key Elements of a Transfer Pricing Agreement
Template

A comprehensive transfer pricing agreement template should include the
following critical elements:

1. Parties Involved: Clearly identify all entities involved in the
transaction, including their legal names, addresses, and tax
identification numbers. This section is crucial for establishing the



relationship between the parties and ensuring clarity in the agreement.

. Description of Goods/Services/Intellectual Property: Provide a precise
description of the goods, services, or intellectual property being
transferred. Ambiguity here can lead to disputes. Specifications,
quantities, and quality standards should be detailed.

. Transfer Pricing Methodology: This is arguably the most critical
section. It outlines the specific method used to determine the transfer
price. Common methods include the comparable uncontrolled price (CUP)
method, the cost-plus method, the resale price method, and the
transactional net margin method (TNMM). The chosen method must be
justifiable and align with the Organization for Economic Co-operation
and Development (OECD) guidelines. Justifications for the chosen method
must be clearly articulated, including relevant market research and
comparable company data.

. Payment Terms: Specify the payment terms, including the currency,
payment schedule, and any applicable discounts or penalties for late
payment.

. Term and Termination: Define the duration of the agreement and the
conditions under which it can be terminated. Include clear clauses
regarding notice periods and dispute resolution mechanisms.

. Governing Law and Dispute Resolution: Specify the governing law
applicable to the agreement and the method for resolving any disputes
that may arise. This could involve arbitration, mediation, or
litigation. Choosing a neutral jurisdiction can be beneficial.

. Confidentiality: Include a confidentiality clause to protect sensitive
business information shared between the parties.



1. Documentation: Detail the types of documentation required to support the
transfer pricing methodology and the transactions. This might include
invoices, contracts, and supporting market data.

Sample Transfer Pricing Agreement Template

While a full, legally binding transfer pricing agreement template should be
drafted by legal professionals specializing in international tax law, the
following provides a basic framework to illustrate the essential components:
TRANSFER PRICING AGREEMENT

This Agreement, made this [Date], between [Company A], a [Jurisdiction]
company with its registered office at [Address] ("Company A"), and [Company
B], a [Jurisdiction] company with its registered office at [Address]
("Company B").

WITNESSETH:

WHEREAS, Company A and Company B are related entities; and

WHEREAS, Company A will provide [Goods/Services/Intellectual Property] to
Company B; and

WHEREAS, the parties desire to establish a transfer pricing policy compliant
with applicable tax laws and regulations.

NOW, THEREFORE, in consideration of the mutual covenants and agreements
contained herein, the parties agree as follows:

(Insert sections 1-8 detailed above, adapted to the specific transaction).
IN WITNESS WHEREOF, the parties have executed this Agreement as of the date

first written above.

Company A: Company B:

[Signature] [Signature]

[Printed Name] [Printed Name]

[Title] [Title]



Disclaimer: This is a sample framework only and should not be considered
legal advice. Consult with legal and tax professionals to ensure compliance
with applicable laws and regulations.

Best Practices for Transfer Pricing Agreements

Regular Review: Review and update your transfer pricing agreement template
annually or whenever there are significant changes in market conditions,
business operations, or applicable tax laws.

Documentation is Key: Maintain thorough and detailed documentation to support
your transfer pricing methodology. This documentation will be crucial in the
event of a tax audit.

Seek Professional Advice: Always consult with qualified tax and legal
advisors to ensure your agreements are compliant and protect your business
interests.

Consider OECD Guidelines: Familiarize yourself with the OECD Transfer Pricing
Guidelines for Multinational Enterprises and Tax Administrations. These
guidelines provide a framework for determining arm's-length transfer prices.

Conclusion

A well-crafted transfer pricing agreement template is an invaluable asset for
multinational corporations operating in a globalized economy. By meticulously
addressing the key elements discussed above and adhering to best practices,
businesses can significantly reduce their tax risks and ensure compliance
with international tax laws. Remember, prevention is always better than cure
when it comes to transfer pricing. Investing time and resources in robust
transfer pricing agreements is an investment in the long-term financial
health and stability of your business.

FAQs

1. Do I need a transfer pricing agreement if my transactions are only
within one country? While not strictly required for purely domestic
transactions, a well-defined internal pricing policy is still good
practice for maintaining internal consistency and transparency.

1. What happens if I don't have a transfer pricing agreement and am
audited? Lack of proper documentation and a clear transfer pricing
methodology can lead to significant penalties and adjustments to your
tax liability.



1. Can I use a generic transfer pricing agreement template from online?
While you can find templates online, they should not be used without
legal review. Your specific circumstances require a customized
agreement.

1. How often should my transfer pricing agreement be reviewed? At a
minimum, annually, or whenever there are significant changes to your
business operations, market conditions, or applicable laws.

1. Who should I consult to create a transfer pricing agreement? You should
consult with legal and tax professionals specializing in international
taxation to ensure compliance and protect your business interests. These
professionals possess the necessary expertise to navigate the
complexities of transfer pricing regulations.
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